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SEC PRONOUNCEMENTS ON OIL AND GAS — 
A CHRONOLOGY OF RECENT EVENTS 
SHAPING ACCOUNTING REQUIREMENTS 
AUGUST 31, 1978 
Accounting Series Release (ASR) No. 253 - adopts re-
quirements for financial accounting and reporting practices 
for oil and gas producing activities 
Release No. 33-5967 - proposes disclosure of oil and gas 
reserves and operations (amendment to Regulation S-K) 
Release No. 33-5968 - proposes full cost accounting prac-
tices of oil and gas producers 
Release No. 33-5969 - proposes supplemental earnings 
summary for oil and gas producing activities (RRA prelimi-
nary specifications) 
Staff Accounting Bulletin (SAB) No. 23 - rescinds SAB No. 
16 (which required disclosure of the impact of SFAS No. 19) 
and provides guidance regarding costs to be classified as 
mineral assets with respect to the replacement cost disclo-
sure rule. 
DECEMBER 19,1978 
ASR No. 257 - amends ASR No. 253 regarding successful 
efforts accounting 
ASR No. 258 - provides final rules for full cost accounting 
practices of oil and gas producers 
Release No. 33-6008 - amends Regulation S-K concerning 
disclosure of oil and gas reserves operations. 
FEBRUARY 23, 1979 
ASR No. 261 - discusses accounting changes (Chapter V). 
Release No. 33-6029 - deletes requirement for full costers to 
disclose as-if successful efforts information. 
PREFACE 
OIL AND GAS 
ACCOUNTING 
Until recently there has been much controversy but little authoritative guidance given 
to the appropriate accounting and reporting for oil and gas producing activities. Prior to 
these recent pronouncements, accounting and reporting practices varied considerably. 
These practices were the result of evolutionary forces which some years ago split the 
industry, sending enterprises down two distinctly different accounting and reporting 
paths (along with variations of each). The result was the successful efforts method of 
accounting, characterized by the capitalization only of costs associated with productive 
properties, and the full cost method, under which virtually all costs incurred in finding 
and developing oil and gas reserves are capitalized. 
Strangely enough, it took an act of Congress to provide the incentive to limit the 
numerous methods currently practiced. This Act, the Energy Policy and Conservation 
Act of 1975, mandated the development of uniform practices by December 22, 1977 (the 
SEC was authorized to extend the deadline if necessary). 
In 1975, the Financial Accounting Standards Board (FASB) began work on this project 
ultimately producing in December, 1977, Statement of Financial Accounting Standards 
No. 19 (SFAS No. 19), "Financial Accounting and Reporting by Oil and Gas Producing 
Companies." This pronouncement, originally effective for fiscal years beginning after 
December 15, 1978, mandated the use of one method of successful efforts accounting. 
However, the Securities and Exchange Commission (SEC) did not agree with the FASB's 
conclusions — as the chronology at left makes quite clear.. 
In general terms, the SEC believed that none of the currently followed accounting and 
reporting practices based on historical costs, including the SFAS No. 19 approach, 
provided sufficient useful information. Accordingly, they proposed an alternative, Re-
serve Recognition Accounting (RRA) - a form of current value accounting. Further, due to 
the time required to develop a new accounting method, the SEC proposed that either the 
successful efforts method (as prescribed by SFAS No. 19) or full cost method (as pre-
scribed by the SEC) would be acceptable, if combined with certain expanded disclosure 
requirements (both in and outside the financial statements). Appendix A summarizes 
some of the SEC and other oil and gas related releases. 
As a result of the SEC's position, the FASB, in February 1979, amended SFAS No. 19 
with the issuance of SFAS No. 25 (see Chapter V) which suspends the effective date of 
SFAS No. 19 for all but the following topics: 
- The income tax accounting requirements 
- The disclosure requirements (although amended to allow certain reserve information 
to be disclosed outside the financial statements) 
- Certain requirements for accounting for production payments payable in cash as debt 
(see Chapter V). 
Almost all enterprises engaging in oil and gas producing activities are affected by the 
above pronouncements. Even companies not subject to the jurisdiction of the SEC must 
be aware of the provision as they are required to comply with certain of the SFAS No. 19 
requirements, especially as they relate to income tax accounting, and could be required to 
report to the Department of Energy based on the SEC standards. 
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The requirements prescribed by the SEC and FASB are complex and implementation of 
these standards requires a logical, organized approach. This booklet presents a summary 
of the basic requirements of successful efforts (per the FASB) and full cost (per the SEC) 
accounting with a section presenting a methodology for restatement should the suc-
cessful efforts method be selected. Also included is a brief discussion of the new income 
tax accounting provisions. 
This booklet is not intended to be all inclusive and specifically does not discuss the 
Regulation S-K requirements. It will, however, provide a good starting point for the 
research required in complying with the accounting and reporting requirements for the oil 
and gas producing industry. 
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I 
A DETAILED OVERVIEW 
OF 
SUCCESSFUL EFFORTS ACCOUNTING 
As previously discussed, ASR No. 257 and SFAS No. 19 prescribe the accounting and reporting rules 
for those companies electing the successful efforts method of accounting for oil and gas producing 
activities. The following chapter outlines those rules and suggests a methodology to be followed for 
adopting successful efforts. This methodology can be utilized whether you are changing from a full cost 
method or just a different form of successful efforts. We will begin the discussion with an introduction to 
the types of assets dealt with in oil and gas producing activities and the appropriate accounting for these 
assets. 
Types of The special types of assets involved in oil and gas producing activities are 
Assets broadly classified into four basic categories. The first is "mineral interests in 
properties." This category is subdivided into "unproved properties" and 
"proved properties." It is stressed that such assets include only those rights 
to extract oil and gas, not rights to purchased oil and gas. The second 
category is "wells and related equipment and facilities." The third is "support 
equipment and facilities used in oil and gas producing activities," and finally, the 
fourth category is "uncompleted wells, equipment, and facilities." The costs of the 
assets included in the four categories should be capitalized when incurred. 
Costs 
Incurred 
from a 
Time Frame 
Point of 
View 
As in the past, the appropriate accounting for costs associated with oil and 
gas production is determined by the particular type of activity or in other 
words, the time frame of cost incurrence within the operating cycle. There are 
four basic time periods. The types of costs incurred in these time frames are 
listed in Exhibit I-1 for quick reference. 
I The costs associated with the acquisition of mineral interests sometimes 
Acquisition known as leasehold costs, should be capitalized as incurred. They include 
of Properties lease bonuses, brokers' fees, recording fees, legal costs, options to purchase 
or lease properties, that portion of costs applicable to minerals when land 
including such mineral rights is purchased, and any other costs that can be 
directly associated with the acquiring of properties. The initial capitalization 
of these costs is appropriate whether or not these properties currently have 
proven oil and gas reserves. However, if oil and gas are not located they will 
later have to be written off. 
II The second category of costs are those associated with the exploration of 
Exploration the area. This exploration involves two steps: identifying individual areas 
that are to be examined, and the actual examination. Such exploration costs 
may either be incurred before or after the related property is acquired. A 
point of clarification is necessary here because the amount of effort and 
monies spent in predetermining a probable well location varies significantly 
in the industry. Suffice it to say that it may be appropriate to consider some 
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Exhibit I-1 
CAPITALIZED AND EXPENSED COSTS* 
ASSOCIATED WITH OIL AND GAS PROPERTY, 
BY TIME FRAME, UNDER SUCCESSFUL 
EFFORTS AS IN SFAS 19 
Time Frames 
Acquisition 
of 
Properties Exploration Development Production 
I. Lease bonuses 
Brokers' fees 
Recording fees 
Legal costs 
Options to purchase or lease properties 
Portion of costs applicable to minerals when land 
is purchased including such mineral rights 
Other direct lease acquisition costs 
II. Geological and geophysical - "G&G" costs 
Delay rentals 
Ad valorem taxes on undeveloped properties 
Other carrying costs on undeveloped properties 
Drilling and equipping costs of exploratory wells 
Drilling and equipping costs of exploratory-type 
stratigraphic test wells 
Dry hole contributions 
Bottom hole contributions 
III. Costs to gain access to and prepare well locations 
for drilling development wells 
Costs to drill and equip development wells - both 
commercial and dry holes 
Costs to drill and equip service wells 
Costs to drill and equip development-type 
stratigraphic test wells 
Costs to acquire, construct and install production 
facilities 
Costs to provide improved recovery systems 
IV. Costs of labor to operate producing wells 
Repairs and maintenance of producing wells 
Severance taxes 
Property taxes and insurance applicable to 
producing wells 
Materials and supplies used to operate producing 
V. Depreciation of support equipment 
Operating costs of support equipment 
Impairment reserves 
(CP) 
(CP) 
(CP) 
(CP) 
(CP) 
(CP) 
(CP) 
(E) 
(E) 
(E) 
(E) 
(CP) 
(CP) 
(E) 
(E) 
(C) 
(C) 
(C) 
(C) 
(C) 
(C) 
(COS) 
(COS) 
(COS) 
(COS) 
(COS) 
(E) ( 1 ) (E) (COS) 
(C) (C) (COS) 
(E) 
* Notes 
(CP) Capitalized when incurred pending further evaluation of property. 
(C) Capitalized when incurred. 
(E) Charged to expense when incurred. 
(COS) Charged to operations when related production is sold. 
(1) Unless part of G&G costs, in which case the costs are charged to expense when incurred. 
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portion of these costs associated with site selection as capitalizable acquisi-
tion costs. There are five general types of exploration costs, as follows: 
1. Geological and geophysical or "G&G" costs, 
2. Costs of carrying and retaining undeveloped properties (including 
delay rentals and ad valorem taxes on the undeveloped properties, 
etc.), 
3. Dry hole and bottom hole contributions, 
4. Costs of drilling and equipping exploratory wells, and 
5. Costs of drilling exploratory-type stratigraphic test wells. 
In most cases, G&G costs are charged to expense when incurred. One 
exception to this rule is when G&G studies are made on a property, owned by 
another party, in exchange for either the right to receive an interest in the 
property if proved reserves are found or be reimbursed for the costs incurred 
should reserves not be found. In this situation, the G&G costs are recorded as 
a receivable when they are incurred. If reserves are found, the G&G costs are 
reclassified as part of the cost of the property acquired. Types of G&G costs 
include surface geology, subsurface mapping, geochemical tests, seismic 
tests, electrical tests, and others. Successful efforts followers whose present 
accounting resembles income tax accounting should be aware of this re-
quirement to expense these costs. 
Carrying 
Costs, Dry 
Hole and 
Bottom Hole 
Contributions 
The costs of carrying and retaining undeveloped properties, dry hole 
contributions, and bottom hole contributions should be charged to expense 
as incurred. Dry hole contributions represent payments made to another 
party to cover the costs of drilling an exploratory well if it is found that the 
well is a dry hole. In essence, they are payments for information. Bottom hole 
contributions are similar; however, the payments are made once a predeter-
mined depth is reached in the drilling of the well. 
Costs of 
Exploratory 
Wells 
The costs of drilling and equipping exploratory wells, and the costs of 
drilling exploratory-type stratigraphic test wells should be capitalized as the 
costs are incurred. They become part of the assets categorized under "un-
completed wells, equipment, and facilities," which is the fourth category of 
the five general types of costs mentioned earlier. Once it has been deter-
mined whether proved reserves (commercially recoverable currently) have 
been found, the costs are expensed, if reserves are not found, or capitalized 
as "wells and related equipment and facilities" if reserves are found. The 
finding of reserves does not guarantee commercial production, therefore, a 
specific maximum time limit (one year) has been established for the making 
of the development decision. 
Offshore 
Stratigraphic 
Test - an 
Exception 
It should be understood that stratigraphic test wells are normally drilled 
offshore in order to determine whether sufficient offshore reserves exist in a 
particular area to justify the construction of a production platform. These 
wells are drilled primarily to obtain information and are not usually intended 
to be completed for the production of oil and gas. It has been theorized that 
accounting for costs of stratigraphic test wells should be similar to accounting 
for G&G costs. The Board determined, however, that unlike G&G costs, 
stratigraphic test wells can be directly related to the discovery of specific oil 
and gas reserves and thus should be accounted for on the same basis as are 
other wells, subject to a requirement involving future major capital ex-
penditures, which will be discussed later. 
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Besides the five general types of exploratory costs mentioned earlier, there 
are two additional types of costs that are included in exploration: deprecia-
tion attributable to the support equipment and facilities, and various operat-
ing costs associated with the exploration activities. These should be ex-
pensed as incurred unless capitalized as pertaining to the cost of an explor-
atory well. 
The third type of cost normally incurred by oil and gas producing com-
panies accompanies the development of proved reserves. These develop-
ment costs are incurred to access the proved oil and gas reserves and to 
provide facilities for the future extracting, treating, and gathering. Such 
activity includes the cost to: 
1. Gain access to and prepare well locations for drilling. 
2. Drill and equip development wells, service wells, and development-
type stratigraphic test wells. 
3. Acquire, construct and install production facilities. 
4. Provide improved recovery systems. 
Like exploration costs, development costs include the depreciation and 
applicable operating costs of support equipment and facilities. All develop-
ment costs are to be capitalized as part of "wells and related equipment and 
facilities." The required capitalization of all development costs results in 
capitalization of the costs of a development well, whether the well is success-
ful or dry. The Board has stated that a development well is drilled in order to 
build a producing system of wells to extract previously discovered oil and gas 
reserves. A development well is not drilled to search for oil and gas, but is 
rather drilled to do just as its name implies, to develop an already existing 
asset. Therefore, whether a development well is dry or not, its cost should 
become a part of the original cost of wells and related equipment. It is this 
requirement, in part, that causes these new pronouncements to substantially 
affect even those oil and gas producing companies already using a form of 
successful efforts accounting. Previously, successful efforts followers 
charged to expense the costs of all dry holes, be they development or 
exploratory. 
The fourth and final activity in which costs are incurred by oil and gas 
producing companies is actual production. This production involves the 
lifting, gathering, treating, field processing, and field storage of oil and gas 
reserves. The production function terminates at the outlet valve on the field 
production storage tank. Production costs are incurred to operate and main-
tain those assets which have been classified as "wells and related equipment 
and facilities." They include: 
1. Costs of labor to operate the wells and related equipment and 
facilities. 
2. Repairs and maintenance. 
3. Severance taxes. 
4. Property taxes and insurance applicable to the proved properties. 
5. The materials and supplies used in the operating of the wells and 
related equipment and facilities. 
6. The depreciation, depletion and amortization (DD&A) of capitalized 
acquisition costs, exploration costs, development costs, and the re-
lated equipment and facilities used in the production function. 
These production costs become part of the cost of oil and gas produced and 
thus are charged to operations when the production is sold. 
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III 
Development 
Costs 
IV 
Production 
Costs 
Impairment 
Of 
Unproved 
Properties 
A periodic assessment should be made of capitalized unproved properties 
to determine if they have suffered an impairment of value. In other words, 
"Has that property actually held the value (capitalized costs) that is shown on 
the books of the oil and gas producing company?" As will be discussed later 
in this booklet, determination of such impairment can be very difficult. Once, 
however, impairment has been determined, a loss shall be recognized by 
providing a valuation allowance. The assessment for impairment should be 
done on a property-by-property basis if the acquisition costs of the unproved 
properties are individually significant (i.e., an offshore tract in the Baltimore 
Canyon). If the capitalized costs of the unproved properties are not individu-
ally significant, the allowance to be provided may be determined for those 
properties either in the aggregate or by groups. SFAS No. 19 or ASR No. 257 
does not change current practices followed for impairment determination of 
proved properties. Thus the various realization (ceiling) tests utilized today 
are not affected by the Statement. 
Surrender 
or 
Abandonment 
Capitalized acquisition costs related to the surrender or abandonment of 
unproved properties should be charged against the allowance for impair-
ment to the extent that such an allowance has been provided, with a loss 
being recognized for any excess over the allowance originally provided. If 
only a portion of a proved property is abandoned or retired, such as an 
individual well or item of equipment, no loss shall be recognized. Rather, the 
asset being abandoned or retired shall be deemed fully amortized and 
charged to accumulated DD&A, unless the abandonment or retirement was 
due to a catastrophic event or other major abnormality. It should be remem-
bered that when the last well of the proved property ceases to produce and 
the entire proved property or proved property group is abandoned, the 
unamortized DD&A shall be charged to DD&A expense. 
Amortization 
Of 
Leases 
A property should be treated as unproved until reserves are discovered or 
otherwise attributed to the property, at which time the acquisition costs 
should be reclassified as proved property. If no proved reserves are found, 
the related costs are to be accounted for as discussed above regarding surren-
der and abandonments. The amortization of the leasehold costs of these 
proved properties is to be calculated using the unit-of-production method. 
This computation may either be made on a property-by-property basis or on 
the basis of a reasonable aggregation of properties with a common geological 
structural feature or stratigraphic condition. Generally speaking, this aggre-
gation has already been made by the independent reservoir engineer who 
has prepared the reserve report and need not be dwelled upon by the 
accountant except to see the accounting records are aggregated in the same 
manner. The amortization rates should be revised whenever needed but at 
least once a year based upon the engineer's estimates. Such revisions should 
be accounted for prospectively, as changes in accounting estimates, as dis-
cussed in APB Opinion No. 20, "Accounting Changes." 
Where the well or otherwise aggregated cost center produces both oil and 
gas, the production should be converted to a common unit of measurement 
based on the product's energy content. One thousand cubic feet (a MCF) of 
gas is generally considered to have one-sixth of the BTU content of a barrel of 
oil. If the proportion of oil and gas extracted is expected to continue for the 
remaining life of the property, then the amortization should be computed on 
the basis of only one of the two minerals. If either oil or gas clearly dominates 
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Conversion 
to a 
Commmon Unit 
the reserves and production, then amortization may be computed on the 
basis of the dominant mineral. 
Amortization 
Basis for 
Leasehold 
Costs 
As a general rule, costs are amortized utilizing the ratio of current units 
produced as a percentage to total proved developed reserves. This is the case 
in the calculation of depletion and depreciation of intangible development 
costs and tangible equipment costs. However, when proved reserves (de-
veloped and undeveloped) are acquired, the acquisition costs are related to 
all reserves and accordingly should be amortized over the total of developed 
and undeveloped reserves. 
Retroactive 
Restatement 
for 
Subsequent 
Events 
Any information available after the end of the period covered by the 
financial statements, but before the financial statements are issued, which 
may affect those financial statements must be considered in evaluating 
conditions that existed at the balance sheet date. This, therefore, can affect 
assessments of impairment, DD&A calculations, and more. Thus, a review of 
events subsequent to any balance sheet date is very important. 
Required 
Future 
Major 
Capital 
Expenditures 
As mentioned earlier, costs incurred in drilling exploratory wells are 
capitalized as uncompleted wells until it is determined if proved reserves 
exist. These costs are then either reclassified, based upon discovered re-
serves, as "wells and related equipment and facilities," or charged to ex-
pense. Often classification of reserves as proved developed cannot be made 
when drilling is completed because a major capital expenditure may be 
required before production can begin. Examples of such expenditures would 
be the construction of a trunk pipeline or the development of an offshore site 
after a stratigraphic test well has been drilled. In these situations, the costs of 
drilling the exploratory well shall continue to be carried as an asset provided: 
(1) the well has found a sufficient quantity of reserves to justify its completion 
as a producing well if the capital expenditure was made, and (2) the drilling of 
additional wells in the area is either underway or firmly planned for the near 
future. If these conditions do not exist, the costs of drilling the exploratory 
well shall not be carried as an asset for more than one year, at which time the 
costs shall be charged to expense. 
Accounting for mineral property conveyances and related transactions is 
another factor to be considered. SFAS No. 19 points out that certain transac-
tions referred to as conveyances are often no more than finance 
arrangements. If cash advances are made to finance exploration in return for 
the right to purchase the oil or gas discovered, and the advances are repay-
able in cash should insufficient oil or gas be produced, the transaction is in 
substance a borrowing and shall be accounted for as a receivable by the 
lender and a payable by the borrower. Also, if funds are advanced that are 
repayable in cash out of the proceeds from a specified share of future produc-
tion until the advance plus interest is paid in full, the transaction shall be 
accounted for as a borrowing. (Certain of these provisions of SFAS No. 19 
were not suspended by SFAS No. 25 and are still operable. Further, due to the 
SEC's adoption of the remaining SFAS No. 19 conveyance accounting re-
quirements, for both full cost and successful efforts companies, it is antici-
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Conveyance 
or Borrowing 
pated that the additional provisions will be extended to all companies even 
though certain of the provisions were suspended for private companies by 
SFAS No. 25.) 
The key to determining whether a transaction is a conveyance or a borrow-
ing is the element of a specified repayment provision. A conveyance does not 
specify a fixed dollar amount. There are five basic categories for classifying 
conveyances. The first two do not recognize gain or loss at the time of the 
conveyance. They are: 
1. A transfer of assets used in oil and gas producing activities in ex-
change for other assets also used in oil and gas producing activities, 
and 
2. A pooling of assets in a joint undertaking intended to find, develop, 
or produce oil or gas from a particular property or group of properties. 
Conveyances that would be included in these first two categories would 
be: 
- An "overriding royalty" transaction involving the assignment of the 
operating interest in an unproved property with retention of a 
nonoperating interest, 
- A "free well" transaction involving the assignment of a part of an 
operating interest in an unproved property in exchange for the 
drilling of a well, 
- A "carried interest" transaction is the assignment of a part of an 
operating interest whereby the assignee agrees to pay for all costs of 
drilling, developing, and operating the property and is entitled to 
all of the revenue from the production of the property, excluding 
any third-party interest, until the assignee's costs have been reco-
vered, at which time the assignor will share in both costs and 
production, 
- A transaction involving a joint venture where part of an operating 
interest is exchanged for part of an operating interest owned by 
another party, and 
- A unitization transaction in which all operating and nonoperating 
participants pool their assets in a producing area to form a single 
unit and in return receive an undivided interest in that unit. 
The "overriding royalty," the "free well," the "carried interest" transac-
tions, and unitization are all considered poolings of assets in a joint undertak-
ing and thus no gain or loss is recognized. The joint venture is accounted for 
as a transfer of assets and again no gain or loss is recognized. In accounting 
for the costs involved in these transactions, the following treatments are 
required: 
- "Overriding royalty" transaction - the assignor's cost of the original 
interest becomes the cost of the interest retained. None of the 
assignee's costs are allocated to the mineral interest acquired but are 
rather accounted for as described in the previous sections. 
- "Free well" transaction - the assignor records no cost for the required 
well. The assignee records no cost for the mineral interest acquired. 
- "Carried interest" transaction - the assignee or carried party does not 
account for any costs and revenue until after payout of the carried 
costs by the assignor or carrying party. 
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Two With 
Gain or Loss 
Not Recognized 
Examples 
Accounting 
- Joint venture - each party shall account for its own cost under the 
provisions of SFAS No. 19. 
- Unitization - the cost of the assets contributed plus or minus any 
cash paid or received is the cost of the participant's undivided 
interest in the assets of the unit. 
The next two types of conveyances do not recognize gain at the time of 
conveyance but may recognize a loss. They are: 
3. A part of an interest owned is sold and there exists a substantial 
amount of uncertainty as to the recovery of the costs applicable to the 
retained interest, and 
4. A part of an interest owned is sold and the seller has a substantial 
obligation for future performance. 
Conveyances which are classified in this third and fourth category are 
characterized by the uncertainties of cost recovery (e.g., oil and gas is not 
discovered) or future substantial obligations (e.g., drill a well or operate the 
property without reimbursement). 
Where an uncertainty exists as to the recoverability of the cost associated 
with the retained interest, proceeds from the sale of the partial interest 
should first be applied to the recovery of the cost associated with that partial 
interest and next to the recovery of the cost of the retained interest. When all 
costs have been recovered, then a gain can be recognized. However, if the 
proceeds are inadequate to recover the costs of the partial interest sold, a loss 
should be recognized. Further, the carrying amount of the interest retained is 
subject to the previously discussed impairment assessments. 
When there exists a substantial obligation for future performance, initial 
receipts should be deferred and recognized as the obligation is fulfilled. 
5. Other conveyances is a broad category that includes any other "sale" 
transactions which are not included in the previously discussed 
categories. Accounting for these transactions will vary based on their 
substance, the uncertainties involved, and the nature of the property 
(i.e., individually insignificant or a proved property). The following 
are a few examples of the more common transactions in this broad 
category: 
- Sale of entire interest in an unproved property. If impairment has been 
assessed individually, gain or loss should be recognized on any sale 
of an entire interest of an unproved property. If, however, impair-
ment has been assessed on a group basis, neither a gain nor loss is 
recognized unless the sales price exceeds the original cost of the 
property, in which case gain is recognized in the amount of the 
excess sales price. 
- Sale of entire interest in a proved property. The difference between the 
sales price and the unamortized cost should be recognized as a gain 
or loss. 
Two Where 
Losses May Be 
Recognized 
Examples 
Accounting 
Other 
Conveyances 
Examples 
and 
Accounting 
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- Sale of part of a proved property. This transaction is accounted for as a 
sale of an asset with the appropriate gain or loss recognized at time 
of sale, unless the transaction can be shown as a normal retirement 
which does not significantly affect the unit-of-production amortiza-
tion rate. Costs are to be apportioned to the interest sold and 
retained on the basis of fair value. 
- Sale of part of an unproved property involving cash equivalent with no 
overriding royalty. The proceeds from the sale are treated as a recov-
ery of the cost due to the uncertainty involved in the recovery of the 
cost applicable to the retained interest. Again, however, if the sales 
price exceeds the carrying amount of the property, gain should be 
recognized for such excess. 
- Sale of part of a proved property with an overriding royalty. This transac-
tion should be accounted for as a sale of an asset and gain or loss 
should be recognized on the basis of the fair values of the interests 
sold and retained. 
- Sale of proved property subject to a fixed sum of money payable out of 
production. If the receipt of the retained production payment is 
reasonably assured, the present value of that payment should be 
recorded as the sales price with recognition of gain or loss. If 
payment is not reasonably assured, the transaction should be ac-
counted for as an overriding royalty as discussed above. 
- Sale of proved property subject to a variable sum payable out of production. 
These transactions should be accounted for as overriding royalty 
transactions as discussed above. 
The accounting changes needed to conform to the provisions of SFAS No. 
19 and ASR No. 257 must be made retroactively by restating the financial 
statements of prior periods. The estimates used in the restatement may be 
based on subsequent information except that estimates of quantities of oil 
and gas reserves need not be revised in retrospect. 
You no doubt wonder how an accurate restatement is possible when 
information and time is short. While we do not recommend that a cavalier 
attitude be adopted, a high degree of common sense and practicality of the 
situation must prevail during the restatement process. Reasonable estimates 
and assumptions are allowed and encouraged where actual historical results 
are unavailable or impracticable to obtain. 
Because implementation must be retroactive, reporting and disclosure 
requirements should be addressed before proceeding. If an entity is an SEC 
reporting company and used a form of successful efforts different from that 
proposed by ASR No. 257, five years of restated income statements are 
required. If an enterprise is not a reporting company but it is considering 
registration or a business combination, the additional work should be per-
formed initially to minimize future adjustments. 
General 
Ledger 
Accounts 
Affected 
Once a basic understanding is achieved as to what SFAS No. 19 and ASR 
No. 257 require, the entity to be converted must carefully evaluate how it 
accounted for these activities in the past. This can be done, in part, by 
utilizing the checklist found in Appendix B. 
The primary source of information for an evaluation of how activities were 
accounted for in the past is the general ledger. Subsidiary ledgers, property 
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Retroactive 
Restatement 
Required 
Years 
Required to 
be Restated 
ledgers, tax returns, and basic legal file documents do provide the needed 
additional information, but the first step is to analyze each general ledger 
account. Generally speaking, accounts affected are those reflecting: 
1. Lease acquisition costs, 
2. Lease carrying costs, 
3. Property evaluation costs, 
4. Property development costs, 
5. Surrendered and expired lease costs, 
6. Capitalized equipment costs, 
7. Accumulated DD&A, valuation allowance for impairment, and their 
related expense accounts, 
8. Deferred taxes, prepaid taxes, and the tax provision, and 
9. Retained earnings. 
The account analysis can be simplied if an organized approach is taken. 
Detail restatement is required for all years presented in the financial state-
ments (normally five years for an SEC filing). Accordingly, the balance sheets 
even though they will not all be presented, for the last five years should be 
the starting point. The balance sheet for the fifth year back should be the first 
one analyzed. This is accomplished through the identification of all active 
prospects at that point. As will be introduced later, specifically designed 
worksheets that are appropriately organized will greatly assist in the identifi-
cation and segregation of costs as to which are properly capitalizable and 
which should be written off. 
Costs which are identified as those to be written off will be recorded, along 
with adjustments to the amortization, depreciation and depletion of 
capitalized costs, as an adjustment to the retained earnings at the beginning 
of the initial year of restatement. 
Since a great deal of attention is given to the various conveyances involved 
in the oil and gas producing industry, review of the special conveyances 
affecting the initial year of disclosure would be the next step of implementa-
tion. This review will require investigation of all material conveyances since 
the inception of the company if those conveyances in some way affect the 
years being disclosed. In order to reduce the number of transactions to be 
analyzed, the concept of materiality should be utilized. However, related 
transactions should be aggregated before the materiality standards are 
applied as individually insignificant items often combine to have a material 
impact. 
Once the costs to be capitalized are identified, the disposition of those costs 
should be the next concern. How are they to be amortized, depleted, or 
depreciated? An analysis by geographic area of all significant oil reserves and 
the related costs associated with these reserves should be prepared. (Reserve 
reports by in-house or independent petroleum engineers are the starting 
point.) With the aid of operating personnel, a decision as to the appropriate 
method of aggregating reserves within the geological structure should be 
made. This would become the basis for future depleting of capitalized costs 
associated with the reserves. Also, consideration must be given to the possi-
bility of impairment. Arriving at an appropriate valuation allowance may be 
Capital-
ization 
Decisions 
The 
Starting 
Point 
Review of 
Conveyances 
Disposition 
of Capitalized 
Costs 
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very difficult. Knowing the properties, reviewing comparable valuation 
statistics, determining the current and potential worth of unproved proper-
ties, is all easier said than done, but in the restatement period the company 
may have the benefit of hindsight. It cannot be accomplished solely by the 
accountant. The involvement of management, the company's landmen, 
geologists and engineers is required for impairment determination. It cannot 
be stressed enough that due care must be taken in impairment reviews. 
Changes in 
Reserve 
Estimates 
A related problem also arises with regard to losses due to downward 
revisions of reserve estimates. At times, very large changes in reserve esti-
mates are made due to new engineering studies. The question that arises is 
whether the loss from such changes in estimates should be recorded in 
DD&A expense or as a separate line item. Generally a separate presentation 
is not required even though it is acceptable. However, large adjustments do 
require disclosure in the notes to the statements. 
One of the major requirements of SFAS No. 19 and ASR No. 257 which 
impacts former successful efforts companies is the required capitalization of 
development dry holes. The easiest approach is to determine the first pro-
ducing well in a geological structure. Any dry holes drilled after that well, in 
the same geological structure, can be considered a development dry hole and 
thus should be capitalized. 
After the capitalization decisions have been made, conveyances accounted 
for, capitalized cost and dispositions determined, the implementation 
should next involve accounting for income taxes. The changes resulting from 
the first steps of implementation will cause the previous tax provisions to 
change. Due care should be taken to insure that all changes affecting the 
provision are considered (see Chapter III). 
The required restatement by former full cost companies is much more 
complicated than that of former successful efforts companies. For both types 
of companies, however, once review of the affected general ledger accounts 
has been made, workpaper formats should be developed that will best 
provide for the restatement. Generally the required workpapers are: 
1. A property analysis, 
2. A DD&A analysis, 
3. A balance sheet change analysis, 
4. An income statement change analysis, and 
5. A tax provision analysis. 
Exhibit I-2, as shown here and in Appendix C, provides the required 
information on one workpaper. This workpaper should be prepared for the 
initial disclosure period (if there are significant costs incurred in previous 
years, the workpaper should be used to analyze those years also) and then 
for each period thereafter involved in the restatement. 
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Development 
Dry Holes 
Review of 
Income 
Taxes 
Exhibit I-2 
RESTATEMENT - PROPERTY 
YEAR ENDED / / 
NOTE: Paragraph references correspond to those related paragraphs of SFAS No. 19. 
Less (4) 
Cumulative Interests Sold Lease Costs I.D.C. 
Footnotes 
(1) This worksheet should include property information broken down into appropriate units based on the organization of 
the accounting records. All lease costs including impairment reserves will be accounted for on this worksheet. 
(2) The total balance shown in this column should equal that shown in the balance sheet before restatement. The annual 
independent engineer's reserve report should be used to identify significant reserves in order to "group" the recorded 
costs; therefore, an interim schedule may be necessary The detail information will normally be taken from the subsidiary 
ledgers. 
(3) Cumulative adjustments are those adjustments generated from the restatement of prior years which are carred forward 
from a similar worksheet in the preceding year. 
(4) Some companies that deal in leases should consider using a separate schedule for these lease costs due to the volume or 
materiality of the items involved. 
(5) The total from the "Adjusted Balance" column should be carried to the next year's restatement. See (2) above. 
Exhibit I-2 begins with a column entitled "Prospect." Under this column, 
the various properties should be listed on the same basis as determined for 
DD&A computations (i.e., properties with a common geological structural 
feature or stratigraphic condition, such as a reservoir or field as determined 
by the reserve report). The next column asks for the unadjusted balance per 
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Property 
Analysis 
Prospect 
(1) 
Account 
Balance 
(2) 
Adjust-
ments 
(3) 
Adjusted 
Balance 
Add 
Cost 
Basis 
Less 
Sale 
Proceeds 
Para. 
47H 
Dropped 
Leases 
Para. 13 
and 40 
G&G 
Costs 
Delay 
Rentals 
Para. 18 
Add 
Devel. 
Dry Hole 
Costs 
Less Ex-
ploratory 
Dry Hole 
Costs 
(5) 
Adj. 
Balance 
Ex. Proc. 
Over 
Prosp. 
Costs 
Para. 
47H 
Cumu-
lative 
Adjust-
ments 
the general or subsidiary ledger for the asset involved. These figures should 
show leasehold costs and I.D.C. for each property listed in the first column. 
The third and fourth columns allow for the recording of the cumulative 
adjustments from prior worksheets. The cumulative adjustment columns 
would not be applicable for the first period workpaper. The next two columns 
allow for adjustments that may be required in recording the sale of part of an 
unproved property, as described in Paragraph 47H of SFAS No. 19. Such a 
sale is treated as a recovery of cost with only proceeds in excess of the cost of 
the entire property to be shown as a gain. By adding the cost basis of the part 
sold to the total unproved property and then subtracting the sale proceeds, 
the net effect is obtained. 
In order to comply with the requirements of Paragraph 15 of SFAS No. 19, 
which describes the costs allowable for inclusion in leasehold costs, the next 
three columns of the workpaper must be employed. If dropped leases, G&G 
costs, and delay rentals have been included in leasehold costs, these costs 
must be charged to expense. Therefore, the original leasehold costs 
capitalized must be reduced by such costs. The next two columns provide for 
the addition of I.D.C. incurred in the drilling of development dry holes by 
successful efforts companies and the reduction of any I.D.C. incurred in the 
drilling of exploratory dry holes by full cost companies converting to success-
ful efforts. The result of this workpaper is an adjusted balance for property, 
the total of which would be carried to the next period of the restatement. 
Finally, the property analysis workpaper provides for the excess proceeds 
over prospect costs to be split from the property balance should it be neces-
sary to recognize a gain as indicated by a negative balance resulting from the 
cumulative effect of previous adjustments. The cumulative adjustments are 
totaled for each property and those adjustments may then be carried to the 
next period's property analysis workpaper. 
Exhibit I-3 found here and in Appendix C provides a format that can be 
used in the restatement of depreciation, depletion, and amortization 
(DD&A). 
This workpaper is to be organized by prospect, field, or common geologi-
cal structure, the same basis used in the previous property analysis. These 
properties then can be broken down by well. The reserves at the beginning of 
the period are converted, if necessary, to a common unit, should oil and gas 
be jointly produced, based on the relative energy content of the reserves. 
Production for the year is also converted, if required, again based on relative 
energy content. This conversion must be based on relative energy content 
and not on relative prices as has been used in the past by some companies. 
Once these conversions have been made, depletion and amortization may be 
computed. For former successful efforts companies, depletion of I.D.C. of 
development dry holes would have to be computed. For all companies, the 
amortization of the adjusted leasehold costs would have to be calculated. 
It should be remembered that these calculations must be done on a 
property-by-property basis. If they are not, the restatement would be dis-
torted, as there are some properties with high costs and very short lives, thus 
requiring high DD&A write-offs. These higher DD&A expenses would be 
reduced if the calculations were made on total reserves. The DD&A computa-
tions must be made using the unit-of-production method. As shown in the 
Exhibit, the cost to be amortized or depleted is divided by the reserves at the 
beginning of the year to arrive at a per unit rate. This rate is then multiplied 
by the production of the period to arrive at the adjusted expense. The 
difference between this adjusted expense and the expense per the general 
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DD&A 
Analysis 
Exhibit I-3 
RESTATEMENT - DD&A 
YEAR ENDED / / 
NOTE: Paragraph references correspond to those related paragraphs of SFAS No. 19. 
NOTE: The difference between the adjusted DD&A balances of the general ledger is carried to the adjusted balance sheet. 
Footnotes 
(1) The reserve report generally will determine the classification of costs on this schedule. Remember that if material costs 
and material reserves are accounted for in compliance with the Statement, then the results will be presented fairly as the 
financial position of the company. 
(2) The conversion factor is based on relative energy content. Six thousand cubic feet of natural gas approximates one barrel 
of crude oil. 
(3) Amounts computed as follows: 
I.D.C. or Lease Costs/Reserves at beginning of period = cost per unit 
Per unit x Production = Expense 
ledger is the required adjustment for the restatement. The DD&A calcula-
tions are based on estimates of proven developed reserves. Should there be 
changes in the estimates, the changes are subject to the requirements of APB 
Opinion No. 20, Paragraphs 31 through 33. 
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Field 
Well 
Name 
Para. 30 
and 35 
(1) 
Current 
Reserves 
Conver. 
Factor (2) 
Para. 38 
Convtd. 
(Std. 
Units) 
Prodctn. 
Convers. 
Factor 
Para. 38 
Convtd. 
Non-Pro. 
I.D.C. 
for Dev. 
Wells 
(1) 
Non-Pro. 
I.D.C. 
Depl. (3) 
Adj. 
Lease 
Costs 
(1) 
Amorti-
zation 
(3) 
Net 
Well 
Cost 
Exhibit I-4 
RESTATEMENT - BALANCE SHEET 
AS OF / / 
NOTE: Paragraph references correspond to those related paragraphs of SFAS No. 19. 
Description 
Total of Unaffected 
Asset Accounts 
Property and 
Equipment 
Oil and Gas 
Properties (1) 
Less Accumulated 
DD&A (2) 
Total Assets 
Total of Unaffected 
Liability and 
Stockholders' 
Equity Accounts 
Deferred Taxes 
(Para. 62) 
Retained earnings: 
Prior 
Current Earnings (3) 
Balance 
Before 
Restatement 
Cumulative (4) 
Adjustments 
Adjusted 
Balance 
Current 
Adjustments 
(DR/CR) 
Adjusted 
Balance 
Footnotes 
(1) Per property analysis workpaper (Exhibit I-2). 
(2) Per DD&A analysis workpaper (Exhibit I-3). 
(3) Per income statement analysis of change (Exhibit I-5). 
(4) Cumulative adjustments are those adjustments generated 
from the restatement of prior years. 
Balance 
Sheet 
Analysis 
Exhibit I-4, as shown here and in Appendix C, provides a balance sheet 
workpaper that can be used in the restatement. The workpaper provides for 
the unadjusted balance of the item per the general ledger, the cumulative 
adjustments of the restatement from prior periods, the adjustments to be 
made in the current period, and the adjusted balance. This workpaper, like 
the others, provides for a flow of information from left to right, period to 
period. The Exhibit lists the common accounts affected by a restatement and 
the sources of the needed information. It by no means, however, is meant to 
be all inclusive. 
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Exhibit I-5 
RESTATEMENT - INCOME STATEMENT 
YEAR ENDED / / 
Description 
Revenue: 
Oil and Gas Sales 
Sale of Oil and Gas 
Interests (1) 
Costs and Expenses: 
Oil and Gas 
Production (2) 
Cost of Oil and Gas 
Interests Sold or 
Abandoned (1) 
Earnings Before 
Income Taxes 
Income Taxes (3) 
Net Earnings 
Footnotes 
(1) Per property analysis workpaper (Exhibit I-2). 
(2) Per DD&A analysis workpaper (Exhibit I-3). 
(3) Per tax provision workpaper which is adjusted by 
the income tax restatement workpaper (Exhibit IV-6). 
Conclusion We have attempted to prepare a presentation that addresses, in detail, 
many of the items in SFAS No. 19 and ASR No. 257; however, the company 
required to restate can do so with reduced effort, still presenting fairly its 
financial position, if it concentrates on the material items of cost and those 
properties that have significant reserves. Also, because of the significant 
revenue and cost increases in the industry since the formation of OPEC, the 
more recent periods will have, in most cases, a greater share of costs, 
therefore requiring more care than the earlier years. 
Balance 
Per 
G/L 
( ) ( ) 
( ) ( ) 
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Adjustments 
PR CR_ 
Adjusted 
Balance 
II 
FULL COST ACCOUNTING 
AS PRESCRIBED BY 
THE SECURITIES AND EXCHANGE COMMISSION 
ASR No. 258 prescribes a method of full cost accounting which must be used by oil and gas producing 
companies reporting to the SEC. The purpose of this ASR as described in Release No. 33-5968, is "to 
conform existing practice to a relatively standardized method that, in the Commission's view, is 
generally consistent with the conceptual basis of full cost accounting." The rules in ASR No. 258 are 
effective for fiscal years ending after December 25, 1978 that are contained in filings that include fiscal 
years ending after December 25, 1979 with retroactive restatement of prior periods. As will be discussed, 
such retroactive application is qualified concerning calculations of ceiling limitations. 
The release establishes ten basic rules that are required for an oil and gas producer following the full 
cost method of accounting. Those rules, as described in the release, require the oil and gas producer to: 
1. Apply the full cost method to all its operations and the operations of 
its subsidiaries. This requirement does not apply to investees ac-
counted for under the equity method of accounting. 
2. Disclose on the face of its balance sheet that it follows the full cost 
method of accounting. 
3. Establish a separate cost center for each country in which it operates. 
4. Capitalize all costs incurred in a cost center that are directly related to 
property acquisition, exploration and development activities. 
5. Charge to expense all production (lifting and workover) costs, gen-
eral and administrative costs, all costs reimbursed by other persons, 
and all costs related to drilling arrangements to which income is 
recognized. 
6. Amortize all capitalized costs and certain future costs in the cost 
center, including undeveloped leases, using a unit-of-production 
method based on physical units, unless computation on the basis of 
monetary units of current gross revenues is more appropriate. Amor-
tization computations are to be made on a consolidated basis with 
investees accounted for on the equity method treated separately. 
7. Limit capitalized costs, net of accumulated amortization and related 
deferred income taxes, in the cost center to the sum of (1) the present 
value of future net revenue from estimated production of proved oil 
and gas reserves; plus (2) the lower of cost or estimated fair value of 
unproved properties being amortized; plus (3) the cost of properties 
not being amortized; less (4) income tax effects of book/tax differences 
resulting from book/tax related to the individual properties. 
8. Account for mineral conveyances and related transactions generally 
on the same basis as if the successful efforts method were followed 
with certain exceptions and qualifications involving sales and aban-
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Requirements 
of Release 
donment of properties, purchases of reserves and drilling arrange-
ments. 
9. Disclose the total amount of amortization expense per unit used, for 
each cost center for each year that an income statement is required. 
10. Disclose on the face of the balance sheet the aggregate capitalized 
costs of unproved properties and major development projects that are 
not being amortized with a description in the notes to the financial 
statements of: 
a. Current status of the properties and projects involved, including 
anticipated timing of the inclusion of such costs in the amortiza-
tion calculation and the potential future impact on the amortiza-
tion rate, and 
b. The nature of the costs by category and the approximate date that 
such costs were first incurred with respect to each such property 
or project. 
Rules 2, 9, and 10 address certain disclosures which must be made. These 
disclosure requirements will be discussed in detail in Chapter IV of this 
booklet. 
Compliance with this release will require significant reporting changes and 
revisions to operating results for most companies following full cost account-
ing. Because of the nature of these certain changes, amplification of the 
individual rules is made as follows: 
Analysis of 
Requirements 
Rule No. 3 -
The combining of oil and gas operations and reserves along geopolitical 
guidelines, such as Canada and the United States, is now prohibited. Sepa-
rate cost pools evaluated and depleted based on related reserves, are now 
required. 
Rule No. 4 -
Only those costs directly related to property acquisitions, exploration and 
development shall be capitalized. Internal costs, unless directly identified 
with such activities, must be excluded from capitalization. Thus, internal 
costs related to production and general corporate overhead should not be 
capitalized. 
Rule No. 5 -
This rule (related to Rule No. 4) requires the expensing of production and 
general and administrative costs. Also, costs reimbursed by others will be 
Rule No. 1 -
Application of the requirements of the release is to be made to all operations 
of a company and its subsidiaries. Therefore accounting methods cannot 
differ between parent and related consolidated companies. 
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offset to expense, and those costs related to drilling arrangements involving 
the recognition of income will be expensed. Thus, costs associated with 
offerings and sales of participations shall be expensed when incurred. 
Rule No. 6 -
All capitalized costs included in a country's pool, including those that are 
unevaluated and in process of being evaluated, must be depleted based upon 
proved reserves. The costs to be amortized should also include estimated 
future expenditures to be incurred in developing proved reserves and esti-
mated dismantlement and abandonment costs, net of estimated salvage 
values. Unusually significant investments in unproved properties and major 
development projects may be excluded from the amortization computation 
until proved reserves can be attributed to the properties. Such properties are 
subject, however, to impairment evaluations and if impairment is indicated, 
the amount of impairment should be added to the costs to be amortized. 
Rule No. 7 -
The ceiling limitation test for capitalized costs of a cost center will require 
consideration of not only the present value of future net revenue from proved 
reserves but also the cost of properties not amortized (see Rule No. 6 above) 
as well as the lower of cost or fair value of unproved properties that are 
amortized. Also, related income tax effects must be considered in the limita-
tion test. Any amounts in excess of the computed ceiling should be written 
off and not reinstated for any subsequent ceiling increases. Concerning 
retroactive application of ASR No. 258, if the ceiling tests are met as of the 
beginning of the fiscal period in which the rules are initially adopted, no 
provisions shall be made for past periods for the cost center even though 
such ceiling tests may not be met for those prior periods. 
Rule No. 8 -
SFAS No. 19 is recognized as establishing the accounting for conveyances. 
Thus a knowledge of those requirements in SFAS No. 19 is necessary for 
compliance with the proposal, keeping in mind that gains and losses will not 
be recognized on sales and abandonments unless such treatment would 
significantly alter the relationship between capitalized costs and proved 
reserves of a cost center. A significant alteration would not be expected for 
sales involving less than 25 percent of the reserve quantities of a given cost 
center. Significant purchases of properties with lives substantially shorter 
than the composite life of the cost center should be accounted for separately. 
Also, if the cash consideration received from the sale of unproved properties 
or drilling arrangements either exceeds total cost of the properties plus 
exploration and development costs to be subsequently incurred or represents 
reimbursement for amounts currently charged to expense (see Rule No. 5), 
then income should be recognized. 
An entity must evaluate how it accounted for the activities covered by the 
release. This can be done with the checklist found in Appendix B. 
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Compliance 
Checklist 
As discussed earlier in this booklet, regarding restatement to successful 
efforts accounting, due care should be taken in compliance with the stated 
provisions, but with a degree of common sense and practicality. Reasonable 
estimates and assumptions can be used where actual historical results are 
impracticable to obtain. 
2 0 
Conclusion 
Ill 
INCOME TAX CHANGES 
Both SFAS No. 19 (as amended) and ASR No. 257 (as it relates to the full 
cost and successful efforts methods of accounting) require the use of com-
prehensive interperiod tax allocation by the deferred method, as described in 
APB Opinion No. 11, "Accounting for Income Taxes." They state that the 
"interaction" of book/tax timing differences arising from anticipated future 
excess of statutory depletion over cost depletion shall not be recognized in 
determining the tax provision of the company. Instead, the excess of statut-
ory depletion over the tax cost basis shall be accounted for as a permanent 
difference in the period in which the excess is deducted for income tax 
purposes. 
The disallowance of the use of the so-called "interaction" of book/tax 
timing differences, previously permitted under SFAS No. 9, "Accounting for 
Income Taxes - Oil and Gas Producing Companies," represents a change that 
affects many oil and gas producing companies. If an enterprise was not 
providing deferred taxes on I.D.C., which were capitalized for financial 
reporting purposes, based on an anticipated future excess of statutory deple-
tion (allowed as a tax deduction) over the amount of cost depletion, prior 
years tax provisions and deferred tax balances will have to be restated to 
recognize the effect of the unrealized excess depletion. At the time the excess 
depletion is realized it can be used to reduce the income tax expense. 
This restatement, combined with the restatements of the previous years 
tax provisions and deferred tax accounts based on the previously discussed 
accounting changes (see Exhibit III-1), will be expedited through a thorough 
review of all prior years tax returns and tax provision supporting workpap-
ers. If a company has net operating loss carryforwards, review of what 
comprises those carryforwards will be necessary by examination of the net 
operating losses of the prior years. Followers of successful efforts should take 
note that the statement requires geologic and geophysical costs to be ex-
pensed where federal taxes require capitalization. 
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Disallowance 
of Interaction 
RESTATEMENT - INCOME TAXES 
YEAR ENDED / / 
Exhibit III-1 
Pretax 
Accounting 
Income 
Timing/ 
Permanent 
Differences 
Taxable 
Income 
Net income before restatement $xxxx $(XXX) $xxx 
Items restated: 
A (XX) XX - 0 -
B XX (XX) - 0 -
C x (X) - 0 -
Net income after restatement $xxx $(XXX) $xxx 
The above workpaper does not compute the tax provisions; however, it does provide a format for 
reconciling the effect on deferred taxes of specific items which were restated. This is the first step in 
computing the restated tax provision. For example, assume item "A" represents the effect of delayed 
rental payments which were previously capitalized for accounting purposes and expensed for tax return 
purposes. A deferred tax was recorded for the difference. However, in adopting successful efforts delay 
rentals previously capitalized should be expensed. Accordingly, pretax accounting income is reduced as 
are the deferred tax amounts relating to these items. Finally, after adjusting for all of these factors, a new 
tax provision can be computed. 
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IV 
FINANCIAL STATEMENT DISCLOSURES 
Certain information relating to oil and gas producing activities is required in the financial statements 
for fiscal years ending after December 25, 1979. The following disclosures are required for all companies, 
except as noted and those with small amounts of oil and gas operations compared to other operations, 
regardless of whether full cost or successful efforts is followed. 
Topic No. 
1. Method of accounting 
2. Estimated quantities of proved oil and gas reserves 
3. Capitalized costs 
4. Costs incurred in oil and gas producing activities 
5. Revenues from producing oil and gas (SEC filings only) 
6. Future net revenues from estimated production of proved oil and gas 
reserves (SEC filings only) 
7. The amount of amortization expense per unit of production (full cost 
method companies in filings with the SEC) 
8. Aggregate capitalized costs of unproved properties and major de-
velopment projects that are not being amortized should be stated 
separately on the face of the balance sheet with the related footnote 
disclosure (full cost method companies in filings with the SEC). 
As can be noted in the above summary, additional disclosures beyond those of SFAS No. 19 are 
required for financial statements filed with the SEC. Further presentation differences can be 
found in the other items listed above. The following table details by topic both the FASB and SEC 
disclosure requirements. 
Topic 
No. 
(1) 
FASB 
The accounting policies for costs incurred in 
oil and gas producing activities and the 
manner of disposing of capitalized costs 
shall be disclosed. 
SEC 
Presentation must include a description of 
the method followed, on the face of the ba-
lance sheet. 
(2) Net quantities of proved reserves and 
and proved developed reserves should be re-
(6) ported as of both the beginning and end of 
each year for which the financial statements 
are presented. Changes in those net quan-
tities should be disclosed under the follow-
ing categories: 
1. Revisions of previous estimates 
2. Improved recovery 
3. Purchases of minerals-in-place 
4. Extension, discoveries and other addi-
tions 
5. Production 
6. Sales of minerals-in-place. 
In conjunction with this disclosure, for each 
of the following categories: 
1. Proved reserves 
2. Proved developed reserves 
3. Proved reserves applicable to long-
term supply agreements with foreign 
governments 
4. Company's share of equity method in-
vestees proved reserves in the aggre-
gate. 
Disclose in the aggregate the estimated fu-
ture net reveneus (EFNR). The EFNR are 
calculated utilizing current prices and cur-
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Summary 
Of 
Disclosures 
Topic 
No. FASB SEC 
The net quantities and their changes are to 
be shown by the enterprise's home country 
and each foreign geographic area in which 
significant reserves are located. Such disclo-
sure requirements do not include oil or gas 
reserves subject to purchase under long-
term supply, purchase, or similar agree-
ments and contracts unless the enterprise 
participates in the operation of the proper-
ties or otherwise serves as the "producer" of 
those reserves. Reserve quantities and their 
changes are to be shown in barrels for oil and 
cubic feet for gas. Any important economic 
factors or significant uncertainties that may 
affect the components of the proved reserves 
must also be explained. 
In accordance with the amendment to SFAS 
No. 19, these reserve disclosures can be 
made outside the financial statements as ad-
ditional information. 
rent costs. Present separately the amounts 
applicable to each of the first three succeed-
ing fiscal years with the remainder as a single 
amount. 
Disclosure shall also be made of the present 
value of EFNR (using a 10% discount rate) as 
of each period for which an income state-
ment is required. The presentation of this 
information should be made by (1) proved 
reserves added in prior years, and (2) proved 
reserves added in the current year (including 
reserves attributable to improved recovery 
techniques). The disclosure shall also be pre-
sented in accordance with categories 2., 3. 
and 4. 
In determining what reserve quantities are 
to be reported, guidelines have been set 
which are: 
1. 100% of net reserve quantities for both 
the parent and its consolidated sub-
sidiaries when consolidated financial 
statements are presented. 
2. The proportionate share of the inves-
tee's net oil and gas reserves should be 
disclosed if the financial statements in-
clude investments that are proportion-
ately consolidated. 
3. The company's share of net oil and gas 
reserves of investees that are accounted 
for by the equity method. These re-
serves are to be shown separately. 
The aggregate amount of capitalized costs 
and their related accumulated DD&A 
amounts and valuation allowance relating to 
oil and gas producing activities shall be dis-
closed. Such disclosure should be reported 
as of the end of each period for which a 
balance sheet is presented. The disclosure of 
capitalized costs is to be made by asset 
category (i.e., mineral interests, equipment, 
etc.). 
Additional disclosure of capitalized costs by 
geographic area as discussed in (2) above is 
required. Applicants utilizing the full cost 
method must disclose on the face of the ba-
lance sheet the aggregate capitalized costs of 
unproved properties and major develop-
ment projects that are not being amortized. 
A description in the notes to the financial 
statements should include: 
a. Current status of the properties and pro-
24 
(2) 
and 
(6) 
(cont.) 
(3) 
and 
(8) 
Topic 
No. FASB SEC 
jects involved, including anticipated 
timing of the inclusion of such costs in 
the amortization calculation and the po-
tential future impact on the amortization 
rate. 
b. The nature of the costs by category and 
the approximate date that such costs 
were first incurred with respect to each 
property or project. 
The following types of costs, whether 
capitalized or expensed, including certain 
depreciation expenses (see Para. 58, SFAS 
No. 19) shall be disclosed: 
1. Property acquisition 
2. Exploration 
3. Development 
4. Production (lifting) 
This disclosure will be made for each period 
for which an income statement is presented 
and for each geographic area. 
Additionally, disclosure of DD&A and valua-
tion provisions is to be made by geographic 
area. For companies utilizing the full cost 
method, the total amount of amortization 
expense per unit used, for each cost center 
for each year that an income statement is 
required, must be disclosed. 
Disclosure of the company's share of the 
costs incurred by an investee accounted for 
under the equity method is also required. 
For each full year for which an income 
statement is required, disclosure of net re-
venues related to the following activities is 
required (by geographic area): 
1. Proved developed reserves 
2. Long-term agreements with foreign 
government where the company is 
producer 
3. Proportional share of equity method 
investees net revenues. 
Disclosure is required of transactions with 
affiliates included above. 
Interim 
Financial 
Statement 
Disclosure 
Disclosure of capitalized costs as required by SFAS No. 19 and ASR No. 257 
is to be made in complete sets of interim financial statements which present 
financial position, results of operations, and changes in financial position in 
conformity with generally accepted accounting principles. Disclosure of 
reserve quantities and property acquisition, exploration, development, and 
production costs is not required in interim financial statements. 
2 5 
(4) 
and 
(7) 
(3) 
and 
(8) 
(cont.) 
(5) No requirement. 
Required disclosures to the SEC are to be made in all filings for full fiscal 
years ending after December 25, 1978, that are contained in filings that 
include fiscal years ending after December 25, 1979, with variations being 
indicated in the disclosure summary table presented in this booklet. 
The requirements of SFAS No. 19 and the various releases of the SEC are 
complex. This booklet has provided a general discussion of those require-
ments that will hopefully be a useful tool to the reader. 
However, it is not possible to cover each and every possible situation or 
exception. Before beginning the actual adoption of the above pronounce-
ment, we would recommend a thorough reading of each document. 
Effective 
Date for 
SEC 
Requirements 
Conclusion 
26 
V 
TRANSITION 
In February, 1979, the SEC issued ASR No. 261 which discusses the Com-
mission's views on accounting changes required under the provisions of the 
various oil and gas releases. In this release the Commission states that: 
"If conforming the company's present accounting method to 
the specified version of that method will have a significant 
impact on the company's financial statements, the Commis-
sion has concluded that the company may then change to 
either of the specified forms of accounting" (Full Cost per ASR 
No. 258 or Successful Efforts per ASR No. 257). 
The release further provides that changes, made in accordance with the 
above provision, can only be made once. For example, if a company is 
currently following a form of full cost accounting which differs substantially 
from that required by ASR No. 258, then the company would have a one-time 
option to elect either the full cost method prescribed by ASR No. 258 or the 
successful efforts method prescribed by ASR No. 257 (SFAS No. 19). How-
ever, with that election, the company would be required to follow the chosen 
method from then on. If the successful efforts method was selected, any 
future change back to the full cost method would be prohibited. 
There is one general exception to the above rule. If a company previously 
following the full cost method elected early implementation of SFAS No. 19 
(prior to the publication of ASR No. 253), then the company will be allowed 
the one time change to change to the full cost method as prescribed by ASR 
No. 258. Currently, the Commission is silent as to whether companies pre-
viously following a form of successful efforts who early adopted SFAS No. 19 
will be permitted to change to full cost. These changes will most likely have to 
be discussed individually with the SEC. 
Exhibit V-1 
The following table summarizes the options available to a public company (SE = successful efforts, FC = full cost): 
Methods Available per ASR No. 261 
SE Per FC Per 
Current Method Followed SFAS No. 19 ASR No. 258 
SE similar to SFAS No. 19 Yes No 
SE differs substantially 
from SFAS No. 19 Yes Yes 
FC similar to ASR No. 258 No Yes 
FC differs substantially from 
ASR No. 258 Yes Yes 
Companies previously using 
FC who early adopted 
SFAS No. 19 Yes Yes 
27 
Public 
Companies 
Also in February, 1979, the FASB issued SFAS No. 25, "Suspension of 
Certain Accounting Requirements for Oil and Gas Producing Companies," 
which amends SFAS No. 19. As discussed in the FASB summary, the State-
ment: 
• Suspends the effective date for applying the requirements of Statement 
No. 19 related to the successful efforts method of accounting. Oil and gas 
producing companies not subject to SEC reporting requirements thus 
are permitted to continue their present methods of accounting. 
• Retains, with revision of the effective date, the income tax allocation 
requirements of Statement No. 19. Those requirements supersede FASB 
Statement No. 9, "Accounting for Income Taxes - Oil and Gas Producing 
Companies." 
• Retains, with revision of the effective date, the requirement of Statement 
No. 19 to classify production payments payable in cash as debt. 
• Retains, with revision of the effective date, the requirements of State-
ment No. 19 related to disclosure of reserve quantities, costs incurred, 
and capitalized costs but permits the required disclosure of reserve 
quantities to be made outside the financial statements. 
• Requires disclosure of the method of accounting for costs incurred in oil 
and gas producing activities. 
• Rescinds the reserve definitions as contained in Statement No. 19 and 
requires, for financial reporting purposes, the use of the reserve defini-
tions developed by the Department of Energy for its Financial Reporting 
System and adopted by the SEC for its reporting purposes. 
The effective date for the remaining operable sections of SFAS No. 19 is 
changed to coincide with the SEC's effective date. The Statement further 
provides that the successful efforts accounting method is preferable for the 
purpose of applying APB Opinion No. 20, "Accounting Changes." Accord-
ingly, a change in accounting methods for oil and gas producing activities of a 
private company would be viewed by the FASB as being in accordance with 
generally accepted accounting principles only if the new method is substan-
tially identical to the successful efforts of accounting described by SFAS No. 
19. However, it is not anticipated that this provision will affect the options 
discussed in ASR No. 261, above. 
In summary, SFAS No. 25 does not prescribe a method of accounting for oil 
and gas producing activities except for certain requirements relating to in-
come taxes, production payments payable in cash, and certain disclosure 
requirements. However, it does provide a preferability standard for com-
panies not reporting to the SEC. 
2 8 
Private 
Companies 
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Appendix A 
SEC AND OTHER RELEASES CONCERNING THE OIL AND GAS INDUSTRY 
Year 
1972 
Release 
No. 
5343 
1973 5427 
1976 5706 
1977 5801 
1977 5837 
1977 5861 
1977 5877 
Description 
Proposal to require companies to show 
the effect on earnings of using other 
than the prevailing accounting practice 
in a given industry. (At that time, 
successful efforts had been deemed by 
the SEC to be the prevailing accounting 
practice for the oil and gas industry.) 
Proposal to revise Release No. 5343 
by not requiring the disclosure of 
effect on earnings, but did require 
increased disclosure of finding costs 
and quantities of oil and gas reserves. 
(Neither Release No. 5343 nor No. 5427 
was adopted due to the controversial 
subject matters.) 
Required that information relating to 
oil and gas properties, reserves and 
production be disclosed in reports 
filed with the SEC - also defined 
"Proved" reserves, limiting estimates 
of reserves to those which were 
commercially recoverable. 
Called attention to FASB's discussion 
memorandum concerning the oil and gas 
industry, which was published December, 
1976, and solicited comments concerning 
the memorandum. 
SEC solicited comments on issues 
related to reporting financial and 
operating data under the Energy 
Policy and Conservation Act of 1975 
and the federal securities laws. 
Proposal to conform SEC rules to 
FASB's exposure draft dated July 15, 
1977 entitled "Financial Accounting 
and Reporting by Oil and Gas Producing 
Companies." (Release was to apply 
both to companies reporting to the SEC 
and to those reporting to the Department 
of Energy.) 
Proposal to supplement release No. 5861 
in the disclosure of operating and 
financial data related to oil and gas 
producing activities. 
Current Status 
of Release 
Not adopted 
Not adopted 
Superseded by 
ASR No. 253 
SFAS No. 19 
resulted which 
was not adopted 
by the SEC 
ASRs No. 253 
and 257 resulted 
regarding 
successful 
efforts 
accounting 
Not adopted 
Superseded by 
ASR No. 253 
31 
Year 
1977 
1978 
Release 
No. 
5878 
5967 
Description 
1978 
1978 
5968 
5969 
Proposal requiring disclosure value of 
future net revenues from oil and gas 
reserves in lieu of replacement cost 
disclosure. 
Proposal amending Regulation S-K by 
requiring the disclosure of proved 
reserves for each of the last five 
years and the present value of future 
net revenues from estimated production 
of proved reserves. 
Proposal defining full cost accounting 
to be used in reports to the SEC. 
Proposal requiring a supplemental 
earnings summary prepared on the 
basis of Reserve Recognition 
Accounting. 
Current Status 
of Release 
Superseded by 
ASR No. 253 
Final rules 
adopted in 
Release No. 
33-6008 
Final rules 
adopted in 
ASR No. 258 
Pending 
Year 
1975 
Publication Description 
1977 
1978 
1978 
Energy Policy and 
Conservation Act 
of 1975 
Staff Accounting 
Bulletin No. 16 
Staff Accounting 
Bulletin No. 23 
Natural Gas 
Policy Act of 1978 
Requires SEC to assure the development of 
accounting practices for oil and gas 
producers by December 22, 1977. Intent of 
the Act is to develop a reliable energy 
data base related to the production of oil 
and gas. 
Requires disclosure of the impact of FASB's 
exposure draft, "Financial Accounting and 
Reporting by Oil and Gas Producing 
Companies," on the financial statements of 
oil and gas companies. 
Rescinds SAB No. 16 and provides guidance 
regarding costs to be classified as mineral 
assets with respect to the replacement cost 
disclosure rule. 
Establishes the national policy concerning 
natural gas pricing and regulation. 
This list is not intended to be all inclusive. 
32 
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er
ty
 
ge
ne
ra
te
s 
a 
ga
in
 o
r 
lo
ss
. C
os
t 
sh
al
l b
e 
al
lo
-
ca
te
d 
ba
se
d 
on
 fa
ir
 v
al
ue
s.
 I
f t
he
 a
m
or
tiz
a-
tio
n 
ra
te
 i
s 
no
t 
si
gn
ifi
ca
nt
ly
 a
ff
ec
te
d,
 t
he
 
sa
le
 c
an
 b
e 
ac
co
un
te
d 
fo
r 
as
 a
n 
ab
an
do
n-
m
en
t. 
47
 
23
. 
A
n 
ov
er
ri
di
ng
 r
oy
al
ty
 t
ra
ns
ac
tio
n 
in
vo
lv
-
in
g 
a 
pr
ov
ed
 p
ro
pe
rt
y 
is
 a
cc
ou
nt
ed
 f
or
 a
s 
a 
sa
le
 o
f 
an
 a
ss
et
 a
nd
 g
ai
n 
or
 lo
ss
 s
ho
ul
d 
be
 
re
co
gn
iz
ed
 o
n 
th
e 
ba
si
s 
of
 th
e 
fa
ir
 v
al
ue
 o
f 
th
e 
in
te
re
st
s 
so
ld
 a
nd
 r
et
ai
ne
d.
 
47
 
24
. 
Sa
le
 o
f 
a 
pr
ov
ed
 p
ro
pe
rt
y 
su
bj
ec
t 
to
 a
 r
e-
ta
in
ed
 p
ro
du
ct
io
n 
pa
ym
en
t 
an
d 
ex
pr
es
se
d 
in
 a
 fi
xe
d 
su
m
 o
f m
on
ey
 s
ha
ll 
be
 a
cc
ou
nt
ed
 
fo
r 
as
 f
ol
lo
w
s:
 
(a
) 
if 
th
e 
re
ce
ip
t 
is
 r
ea
so
na
bl
y 
as
su
re
d,
 
fo
llo
w
 2
2.
 a
bo
ve
. 
(b
) 
If 
th
e 
re
ce
ip
t 
is
 n
ot
 r
ea
so
na
bl
y 
as
-
su
re
d,
 f
ol
lo
w
 2
3.
 a
bo
ve
. 
61
 
25
. 
Th
e 
co
m
pr
eh
en
si
ve
 in
te
rp
er
io
d 
in
co
m
e 
ta
x 
al
lo
ca
tio
n 
by
 t
he
 d
ef
er
re
d 
m
et
ho
d 
is
 t
o 
be
 
fo
llo
w
ed
. T
he
 e
xc
es
s 
of
 s
ta
tu
to
ry
 d
ep
le
tio
n 
ov
er
 t
he
 t
ax
 c
os
t b
as
is
 is
 a
cc
ou
nt
ed
 f
or
 a
s 
a 
pe
rm
an
en
t 
di
ff
er
en
ce
 
in
 t
he
 p
er
io
d 
in
 
w
hi
ch
 t
he
 e
xc
es
s 
is
 d
ed
uc
te
d 
fo
r 
in
co
m
e 
ta
x 
pu
rp
os
es
. 
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FU
LL
 C
O
ST
 R
EQ
U
IR
EM
EN
T 
C
H
EC
K
LI
ST
 
R
eq
ui
re
m
en
t 
C
om
pa
ny
's
 
Po
li
cy
 
R
es
ta
te
m
en
t 
R
eq
ui
re
d 
1.
 
A
pp
ly
 th
e 
pr
es
cr
ib
ed
 fu
ll 
co
st
 a
cc
ou
nt
in
g 
m
et
ho
d 
to
 a
ll 
op
er
a-
tio
ns
 i
nc
lu
di
ng
 t
ho
se
 o
pe
ra
tio
ns
 o
f 
su
bs
id
ia
ri
es
. 
2.
 
D
is
cl
os
e 
on
 t
he
 f
ac
e 
of
 t
he
 b
al
an
ce
 s
he
et
 t
ha
t 
th
e 
fu
ll 
co
st
 
m
et
ho
d 
of
 a
cc
ou
nt
in
g 
is
 f
ol
lo
w
ed
. 
3.
 
Es
ta
bl
is
h 
a 
se
pa
ra
te
 c
os
t 
ce
nt
er
 f
or
 e
ac
h 
co
un
tr
y 
in
 w
hi
ch
 a
 
co
m
pa
ny
 o
pe
ra
te
s.
 
4.
 
C
ap
ita
liz
e 
al
l 
co
st
s 
in
cu
rr
ed
 i
n 
a 
co
st
 c
en
te
r 
th
at
 a
re
 d
ire
ct
ly
 
re
la
te
d 
to
 p
ro
pe
rt
y 
ac
qu
is
iti
on
, e
xp
lo
ra
tio
n 
an
d 
de
ve
lo
pm
en
t 
ac
tiv
iti
es
. 
5.
 
C
ha
rg
e 
to
 e
xp
en
se
 a
ll 
pr
od
uc
tio
n 
(w
or
ko
ve
r 
an
d 
lif
tin
g)
 c
os
ts
, 
ge
ne
ra
l 
an
d 
ad
m
in
is
tr
at
iv
e 
co
st
s,
 
al
l 
co
st
s 
re
im
bu
rs
ed
 b
y 
ot
he
r p
er
so
ns
, a
nd
 a
ll 
co
st
s 
re
la
te
d 
to
 d
ri
lli
ng
 a
rr
an
ge
m
en
ts
 in
 
w
hi
ch
 i
nc
om
e 
is
 r
ec
og
ni
ze
d.
 
6.
 
A
m
or
tiz
e 
al
l c
ap
ita
liz
ed
 c
os
ts
 a
nd
 c
er
ta
in
 f
ut
ur
e 
co
st
s 
in
 t
he
 
co
st
 c
en
te
r, 
in
cl
ud
in
g 
so
m
e 
un
de
ve
lo
pe
d 
le
as
es
, 
us
in
g 
a 
un
it-
of
-p
ro
du
ct
io
n 
m
et
ho
d 
ba
se
d 
on
 p
hy
si
ca
l 
un
its
, 
un
le
ss
 
co
m
pu
ta
tio
n 
on
 t
he
 b
as
is
 o
f m
on
et
ar
y 
un
its
 o
f c
ur
re
nt
 g
ro
ss
 
re
ve
nu
es
 i
s 
m
or
e 
ap
pr
op
ri
at
e.
 A
m
or
tiz
at
io
n 
co
m
pu
ta
tio
ns
 
ar
e 
to
 b
e 
m
ad
e 
on
 a
 c
on
so
lid
at
ed
 b
as
is
 w
ith
 i
nv
es
te
es
 a
c-
co
un
te
d 
fo
r 
on
 t
he
 e
qu
ity
 m
et
ho
d 
to
 b
e 
tr
ea
te
d 
se
pa
ra
te
ly
. 
7.
 
Li
m
it 
co
st
s 
ne
t 
of
 a
cc
um
ul
at
ed
 a
m
or
tiz
at
io
n 
an
d 
th
e 
re
la
te
d 
de
fe
rr
ed
 t
ax
es
 in
 t
he
 c
os
t 
ce
nt
er
 t
o 
th
e 
su
m
 o
f (
1)
 th
e 
pr
es
en
t 
va
lu
e 
of
 f
ut
ur
e 
ne
t 
re
ve
nu
e 
fr
om
 e
st
im
at
ed
 p
ro
du
ct
io
n 
of
 
pr
ov
ed
 o
il 
an
d 
ga
s 
re
se
rv
es
; 
pl
us
 (
2)
 t
he
 l
ow
er
 o
f 
co
st
 o
r 
es
tim
at
ed
 f
ai
r v
al
ue
 o
f u
np
ro
ve
d 
pr
op
er
tie
s 
be
in
g 
am
or
tiz
ed
; 
pl
us
 (
3)
 t
he
 c
os
t 
of
 p
ro
pe
rt
ie
s 
no
t 
be
in
g 
am
or
tiz
ed
; 
le
ss
 (
4)
 
in
co
m
e 
ta
x 
ef
fe
ct
s 
of
 b
oo
k/
ta
x 
di
ff
er
en
ce
s 
re
su
lti
ng
 
fr
om
 
bo
ok
/t
ax
 b
as
es
 o
f 
th
e 
in
vo
lv
ed
 p
ro
pe
rt
ie
s.
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FU
LL
 C
O
ST
 R
EQ
U
IR
EM
EN
T 
C
H
EC
K
LI
ST
 
R
eq
ui
re
m
en
t 
C
om
pa
ny
's
 
Po
li
cy
 
R
es
ta
te
m
en
t 
R
eq
ui
re
d 
8.
 
M
in
er
al
 c
on
ve
ya
nc
es
 a
nd
 r
el
at
ed
 t
ra
ns
ac
tio
ns
 a
re
 t
o 
be
 a
c-
co
un
te
d 
fo
r 
ge
ne
ra
lly
 o
n 
th
e 
sa
m
e 
ba
si
s 
as
 i
f 
th
e 
su
cc
es
sf
ul
 
ef
fo
rt
s 
m
et
ho
d 
w
er
e 
fo
llo
w
ed
 w
ith
 c
er
ta
in
 e
xc
ep
tio
ns
 a
nd
 
qu
al
ifi
ca
tio
ns
 i
nv
ol
vi
ng
 s
al
es
 a
nd
 a
ba
nd
on
m
en
t 
of
 p
ro
pe
r-
tie
s,
 p
ur
ch
as
es
 o
f 
re
se
rv
es
 a
nd
 d
ri
lli
ng
 a
rr
an
ge
m
en
ts
 (
Pa
ra
. 
(i)
(6
), 
A
SR
 2
58
). 
9.
 
D
is
cl
os
e 
th
e 
to
ta
l 
am
ou
nt
 o
f 
am
or
tiz
at
io
n 
ex
pe
ns
e 
pe
r 
un
it 
us
ed
, 
fo
r 
ea
ch
 c
os
t 
ce
nt
er
 f
or
 e
ac
h 
ye
ar
 t
ha
t 
an
 in
co
m
e 
st
at
e-
m
en
t 
is
 r
eq
ui
re
d.
 
10
. 
D
is
cl
os
e 
on
 t
he
 f
ac
e 
of
 t
he
 b
al
an
ce
 
sh
ee
t 
th
e 
ag
gr
eg
at
e 
ca
pi
ta
liz
ed
 c
os
ts
 o
f u
np
ro
ve
d 
pr
op
er
tie
s 
an
d 
m
aj
or
 d
ev
el
op
-
m
en
t 
pr
oj
ec
ts
 t
ha
t a
re
 n
ot
 b
ei
ng
 a
m
or
tiz
ed
 w
ith
 a
 d
es
cr
ip
tio
n 
in
 t
he
 n
ot
es
 t
o 
th
e 
fin
an
ci
al
 s
ta
te
m
en
ts
 o
f: 
a.
 
cu
rr
en
t 
st
at
us
 o
f 
th
e 
pr
op
er
tie
s 
an
d 
pr
oj
ec
ts
 i
nv
ol
ve
d,
 
in
cl
ud
in
g 
an
tic
ip
at
ed
 ti
m
in
g 
of
 th
e 
in
cl
us
io
n 
of
 s
uc
h 
co
st
s 
in
 t
he
 a
m
or
tiz
at
io
n 
ca
lc
ul
at
io
n 
an
d 
th
e 
po
te
nt
ia
l 
fu
tu
re
 
im
pa
ct
 o
n 
th
e 
am
or
tiz
at
io
n 
ra
te
, 
an
d 
b.
 
th
e 
na
tu
re
 o
f 
th
e 
co
st
s 
by
 c
at
eg
or
y 
an
d 
th
e 
ap
pr
ox
im
at
e 
da
te
 t
ha
t 
su
ch
 c
os
ts
 w
er
e 
fir
st
 i
nc
ur
re
d 
w
ith
 r
es
pe
ct
 t
o 
ea
ch
 s
uc
h 
pr
op
er
ty
 o
r 
pr
oj
ec
t. 
RESTATEMENT WORKSHEETS 
The following worksheets were prepared to provide a format for 
the calculations required to conform the financial information iden-
tified in Appendix B, for successful efforts companies, to those 
required by SFAS No. 19 and ASR No. 257. 
Appendix C 
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40 
R
ES
TA
TE
M
EN
T 
- 
PR
O
PE
R
TY
 
Y
EA
R
 E
N
D
ED
 
/ 
/ 
N
O
TE
: 
Pa
ra
gr
ap
h 
re
fe
re
nc
es
 c
or
re
sp
on
d 
to
 t
ho
se
 r
el
at
ed
 p
ar
ag
ra
ph
s 
of
 S
FA
S 
N
o.
 1
9.
 
C
um
ul
at
iv
e 
In
te
re
st
s 
So
ld
 
Pr
os
pe
ct
 
(1
) 
Le
ss
 
Sa
le
 
Pr
oc
ee
ds
 
Pa
ra
. 
47
H
 
Le
ss
 (
4)
 
Le
as
e 
C
os
ts
 
D
ro
pp
ed
 
Le
as
es
 
Pa
ra
. 
13
 
an
d 
40
 
G
&
G
 
C
os
ts
 
D
el
ay
 
R
en
ta
ls
 
Pa
ra
. 
18
 
I.
D
.C
. 
A
dd
 
D
ev
el
. 
D
ry
 H
ol
e 
C
os
ts
 
Le
ss
 E
x-
pl
or
at
or
y 
D
ry
 H
ol
e 
C
os
ts
 
(5
) 
A
dj
. 
B
al
an
ce
 
Ex
. P
ro
c.
 
O
ve
r 
Pr
os
p.
 
C
os
ts
 
Pa
ra
. 
47
H
 
C
um
u-
la
ti
ve
 
A
dj
us
t-
m
en
ts
 
Fo
ot
no
te
s 
(1
) 
Th
is
 w
or
ks
he
et
 s
ho
ul
d 
in
cl
ud
e 
pr
op
er
ty
 i
nf
or
m
at
io
n 
br
ok
en
 d
ow
n 
in
to
 a
pp
ro
pr
ia
te
 u
ni
ts
 b
as
ed
 o
n 
th
e 
or
ga
ni
za
tio
n 
of
 
th
e 
ac
co
un
tin
g 
re
co
rd
s.
 A
ll 
le
as
e 
co
st
s 
in
cl
ud
in
g 
im
pa
ir
m
en
t 
re
se
rv
es
 w
ill
 b
e 
ac
co
un
te
d 
fo
r 
on
 t
hi
s 
w
or
ks
he
et
. 
(2
) 
Th
e 
to
ta
l b
al
an
ce
 s
ho
w
n 
in
 t
hi
s 
co
lu
m
n 
sh
ou
ld
 e
qu
al
 t
ha
t 
sh
ow
n 
in
 t
he
 b
al
an
ce
 s
he
et
 b
ef
or
e 
re
st
at
em
en
t. 
Th
e 
an
nu
al
 
in
de
pe
nd
en
t 
en
gi
ne
er
's
 r
es
er
ve
 r
ep
or
t 
sh
ou
ld
 b
e 
us
ed
 t
o 
id
en
tif
y 
si
gn
ifi
ca
nt
 r
es
er
ve
s 
in
 o
rd
er
 t
o 
"g
ro
up
" 
th
e 
re
co
rd
ed
 
co
st
s;
 th
er
ef
or
e,
 a
n 
in
te
ri
m
 s
ch
ed
ul
e 
m
ay
 b
e 
ne
ce
ss
ar
y 
Th
e 
de
ta
il 
in
fo
rm
at
io
n 
w
ill
 n
or
m
al
ly
 b
e 
ta
ke
n 
fr
om
 th
e 
su
bs
id
ia
ry
 
le
dg
er
s.
 
(3
) 
C
um
ul
at
iv
e 
ad
ju
st
m
en
ts
 a
re
 t
ho
se
 a
dj
us
tm
en
ts
 g
en
er
at
ed
 f
ro
m
 t
he
 r
es
ta
te
m
en
t 
of
 p
ri
or
 y
ea
rs
 w
hi
ch
 a
re
 c
ar
re
d 
fo
rw
ar
d 
fr
om
 a
 s
im
ila
r 
w
or
ks
he
et
 i
n 
th
e 
pr
ec
ed
in
g 
ye
ar
. 
(4
) 
So
m
e 
co
m
pa
ni
es
 t
ha
t d
ea
l i
n 
le
as
es
 s
ho
ul
d 
co
ns
id
er
 u
si
ng
 a
 s
ep
ar
at
e 
sc
he
du
le
 f
or
 th
es
e 
le
as
e 
co
st
s 
du
e 
to
 th
e 
vo
lu
m
e 
or
 
m
at
er
ia
lit
y 
of
 t
he
 i
te
m
s 
in
vo
lv
ed
. 
(5
) 
Th
e 
to
ta
l 
fr
om
 t
he
 "
A
dj
us
te
d 
Ba
la
nc
e"
 c
ol
um
n 
sh
ou
ld
 b
e 
ca
rr
ie
d 
to
 t
he
 n
ex
t 
ye
ar
's
 r
es
ta
te
m
en
t. 
Se
e 
(2
) 
ab
ov
e.
 
Exhibit I-2 
A
cc
ou
nt
 
B
al
an
ce
 
(2
) 
A
dj
us
t-
m
en
ts
 
(3
) 
A
dj
us
te
d 
B
al
an
ce
 
A
dd
 
C
os
t 
B
as
is
 
R
ES
TA
TE
M
EN
T 
- 
D
D
&
A
 
Y
EA
R
 E
N
D
ED
 
/ 
/ 
N
O
TE
: 
Pa
ra
gr
ap
h 
re
fe
re
nc
es
 c
or
re
sp
on
d 
to
 t
ho
se
 r
el
at
ed
 p
ar
ag
ra
ph
s 
of
 S
FA
S 
N
o.
 1
9.
 
N
O
TE
: 
Th
e 
di
ff
er
en
ce
 b
et
w
ee
n 
th
e 
ad
ju
st
ed
 D
D
&
A
 b
al
an
ce
s 
of
 t
he
 g
en
er
al
 l
ed
ge
r 
is
 c
ar
ri
ed
 t
o 
th
e 
ad
ju
st
ed
 b
al
an
ce
 s
he
et
. 
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Fo
ot
no
te
s 
(1
) 
Th
e 
re
se
rv
e 
re
po
rt
 g
en
er
al
ly
 w
ill
 d
et
er
m
in
e 
th
e 
cl
as
si
fic
at
io
n 
of
 c
os
ts
 o
n 
th
is
 s
ch
ed
ul
e.
 R
em
em
be
r 
th
at
 if
 m
at
er
ia
l 
co
st
s 
an
d 
m
at
er
ia
l r
es
er
ve
s 
ar
e 
ac
co
un
te
d 
fo
r i
n 
co
m
pl
ia
nc
e 
w
ith
 t
he
 S
ta
te
m
en
t, 
th
en
 t
he
 r
es
ul
ts
 w
ill
 b
e 
pr
es
en
te
d 
fa
ir
ly
 a
s 
th
e 
fin
an
ci
al
 p
os
iti
on
 o
f 
th
e 
co
m
pa
ny
. 
(2
) 
Th
e 
co
nv
er
si
on
 f
ac
to
r i
s b
as
ed
 o
n 
re
la
tiv
e 
en
er
gy
 c
on
te
nt
. S
ix
 th
ou
sa
nd
 c
ub
ic
 fe
et
 o
f n
at
ur
al
 g
as
 a
pp
ro
xi
m
at
es
 o
ne
 b
ar
re
l 
of
 c
ru
de
 o
il.
 
(3
) 
A
m
ou
nt
s 
co
m
pu
te
d 
as
 f
ol
lo
w
s:
 
I.D
.C
. 
or
 L
ea
se
 C
os
ts
/R
es
er
ve
s 
at
 b
eg
in
ni
ng
 o
f 
pe
ri
od
 =
 c
os
t 
pe
r 
un
it 
Pe
r 
un
it 
x 
Pr
od
uc
tio
n 
= 
Ex
pe
ns
e 
Exhibit I-3 
W
el
l 
N
am
e 
Pa
ra
. 
30
 
an
d 
35
 
(1
) 
C
ur
re
nt
 
R
es
er
ve
s 
C
on
ve
r. 
Fa
ct
or
 (
2)
 
Pa
ra
. 
38
 
C
on
vt
d.
 
(S
td
. 
U
ni
ts
) 
Pr
od
ct
n.
 
C
on
ve
rs
. 
Fa
ct
or
 
Pa
ra
. 
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C
on
vt
d.
 
N
on
-P
ro
. 
I.
D
.C
. 
fo
r 
D
ev
. 
W
el
ls
 
(1
) 
N
on
-P
ro
. 
I.
D
.C
. 
D
ep
l. 
(3
) 
A
dj
. 
Le
as
e 
C
os
ts
 
(1
) 
A
m
or
ti
-
za
ti
on
 
(3
) 
N
et
 
W
el
l 
C
os
t 
Fi
el
d 
Exhibit III-4 
RESTATEMENT - BALANCE SHEET 
AS OF / / 
NOTE: Paragraph references correspond to those related paragraphs of SFAS No. 19. 
Description 
Total of Unaffected 
Asset Accounts 
Property and 
Equipment 
Oil and Gas 
Properties (1) 
Less Accumulated 
DD&A (2) 
Total Assets 
Total of Unaffected 
Liability and 
Stockholders' 
Equity Accounts 
Deferred Taxes 
(Para. 62) 
Retained earnings: 
Prior 
Current Earnings (3) 
Balance 
Before 
Restatement 
Cumulative (4) 
Adjustments 
Adjusted 
Balance 
Current 
Adjustments 
(DR/CR) 
Adjusted 
Balance 
Footnotes 
(1) Per property analysis workpaper (Exhibit I-2). 
(2) Per DD&A analysis workpaper (Exhibit I-3). 
(3) Per income statement analysis of change (Exhibit I-5). 
(4) Cumulative adjustments are those adjustments generated 
from the restatement of prior years. 
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Exhibit I-5 
RESTATEMENT - INCOME STATEMENT 
YEAR ENDED / / 
Balance 
Per Adjustments Adjusted 
Description G/L DR CR Balance 
Revenue: 
Oil and Gas Sales 
Sale of Oil and Gas 
Interests (1) 
Costs and Expenses: 
Oil and Gas 
Production (2) 
Cost of Oil and Gas 
Interests Sold or 
Abandoned (1) 
Earnings Before 
Income Taxes 
Income Taxes (3) 
Net Earnings 
Footnotes 
(1) Per property analysis workpaper (Exhibit I-2). 
(2) Per DD&A analysis workpaper (Exhibit I-3). 
(3) Per tax provision workpaper which is adjusted by 
the income tax restatement workpaper (Exhibit IV-6). 
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